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During January, President Itamar Franco's government pushed new laws designed to reduce state
intervention in the Brazilian economy, reinforcing confidence among the private sector and the
international financial community that the free market reforms begun by former president Fernando
Collor de Mello will continue under the Franco administration. However, hyperinflation remains the
government's central headache, and rumors abound that Franco is preparing an economic "shock
program" for the end of February to lower the consumer price index. When Franco was sworn in
December 1992, the domestic and foreign business community feared the new administration would
curb neo-liberal reform, given Franco's public criticism of the social costs of modernization. But in
early January, Franco opened negotiations with Congress over a series of economic laws most of
which were originally proposed by the former Collor administration to reduce state intervention in
the economy, lower the fiscal deficit to cut inflation, and pave the way for renegotiation of Brazil's
foreign debt (see Chronicles 01/07/93 and 01/21/93). On Jan. 11, Congress opened a month-long
period of "extraordinary sessions" to debate Franco's proposals, the most important of which
include new tax laws to raise some US$12 billion in extra annual revenue. Although the tax bills
will probably not be approved before Feb. 10, when the extraordinary sessions end, Congress has
passed other key economic reforms. On Jan. 27, the Chamber of Deputies approved a controversial
bill to modernize Brazilian ports, which the Senate had already passed in a separate vote on Jan.
19. The new law submitted to Congress in 1991 by Collor and now pushed by Franco aims to break
union control over hiring of dock workers and decentralize port administration to allow greater
participation by local government and the private sector. Under the new law, shipping companies
and all docks controlled by private firms will be allowed to hire employees independently of the
unions, thereby eliminating longshoremen control over all labor contracts. For years, shippers
and exporters have complained that unions forced them to hire more workers than needed, which
increased operating costs and made Brazil's ports among the most expensive in the world. For
example, at Sao Paulo state's Port Santos Latin America's largest as many as 42 dock employees
perform the work accomplished by just 10 workers at the Rotterdam seaport in the Netherlands,
according to Brazilian shipping companies. As a result, shipping charges are about US$51 per metric
ton at Santos, compared to about US$4.50 per MT at Rotterdam. The hiring reform, plus the transfer
of port administration from the federal government to state and municipal governments, is expected
to increase private sector participation at the ports and help boost exports by lowering operating
costs. "This law will create an atmosphere favorable to harmonious trade and new investment,"
said congressional deputy Jose Carlos Aleluia, one of the bill's original authors. Not surprisingly,
the reforms attracted bitter opposition from the unions. Some 50,000 dock workers held a 48-hour
strike at all Brazilian ports during the Senate vote on Jan. 19, and on Jan. 27, the National Federation
of Port Workers began a prolonged national strike. "The law is backed by very powerful private
companies that want to lay off hundreds of workers employed at the ports for years," said Luis
Antonio da Silva, a high-level union leader. "We are prepared to maintain the strike indefinitely
given the congressional vote." In addition to the port reform, on Jan. 19 Franco approved new
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regulations for privatization of state firms, which the government hopes will encourage greater
foreign investment when selling public enterprises. Franco increased the percentage of shares that
foreign firms can purchase from 30% to 40%. A special commission will also be authorized to review
requests by foreign companies interested in buying more than 40% of shares, with the commission
empowered to approve up to 100% stock purchases in some public businesses. The new regulations
helped restore faith in Franco's commitment to privatization. Opposition politicians and investors
had feared that a government decision to temporarily suspend the privatization program in midDecember reflected reluctance by Franco to sell off state enterprises. It remains to be seen if the new
regulations are sufficient to attract foreign investors, since the government still hopes to limit the
amount of government bonds foreign firms can use in debt-equity swaps when purchasing state
firms. When Franco froze privatizations in mid-December, he argued that the government had
earned little hard cash despite the sale of 19 state firms worth US$4 billion since buyers preferred
to pay for stock with treasury bonds. Under the new regulations, an executive-level commission
will announce the percentage that must be paid in hard currency before each public auction,
pegging the amount of cash demanded to each firm's estimated profitability rate. The privatization
and port reforms helped restore confidence among domestic and foreign investors in the new
government. Most business associations, for example, now praise new Finance Minister Paulo
Haddad for his moderate economic policies, enthusiastically supporting Franco's decision on Jan.
19 to permanently retain Haddad in his post. When Haddad replaced Gustavo Krausse as finance
minister in December 1992, many business organizations had feared the move foreshadowed radical
changes in government economic policies. "With Haddad in the minister's chair, we now feel much
more confident that there will be no radical measures or magical solutions for economic problems,
which in turn increases market stability," said Alcides Lopes Tapias, president of the Brazilian
Federation of Bank Associations. Indeed, reflecting an improved political climate, investments
on the Sao Paulo and Rio de Janeiro stock exchanges grew to US$290 million in January, up from
US$219 million in December, according to Brazil's Central Bank. Also, spokespersons for food,
clothes, toys, and plastic industries reported a 20% jump in retailer requests for goods in January,
compared to the same month in 1992. Those sources directly attributed the increase to growing
investor and consumer confidence in the economy, especially since the political crisis over Collor's
impeachment is over. Foreign confidence in the Franco government is also growing. Since midJanuary, Brazil signed new debt deferment accords with Great Britain, Japan and Sweden. Under the
"understanding" signed with the Paris Club of creditor governments in February 1992, most foreign
creditors agreed to renegotiate Brazil's bilateral foreign debt, which totals about US$20 billion. In
1992, Brazil signed debt deferments with the US, Canada, France and Germany, covering US$7.56
billion of its bilateral debt. The three latest accords signed with Great Britain (US$1.020 billion),
Japan (US$2.750 billion) and Sweden (US$290 million) bring the total bilateral debt renegotiated
so far to US$11.62 billion, allowing Brazil to defer repayment on principal until June 30, 1995. The
government must still negotiate outstanding debt with Italy, Switzerland, the Netherlands, Austria,
Belgium and Spain. Also, on Jan 27, Brazil held another round of negotiations with a committee of
private banks headed by Citibank vice president William Rhodes. In 1992, Brazil negotiated a 35%
reduction of its US$44 million foreign commercial debt, and softer repayment terms, but the accord
must still be individually endorsed by hundreds of foreign banks included in the agreement. "The
Franco administration is strictly abiding by all its commitments inherited from its predecessor,"
said Rhodes after the meeting. "Until now, the international financial community had certain
reservations, since the Franco government had not taken any concrete initiatives one way or
the other." Notwithstanding these achievements, hyperinflation the government's achilles heel
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continues unabated in Brazil. Monthly inflation reached nearly 30% in January up from 25.58% in
December. In part, price increases are driven by speculation, according to government officials,
especially the above- average inflation affecting food stuffs and medicines. The average consumer
price for most food products, for example, jumped by about 100% at the start of January, pushing
Finance Minister Haddad to enforce measures to control speculation. Among other things, the
government will import cheap medicines to compete with pharmaceutical companies, and the
Agriculture Ministry will donate 100,000 MT of excess beans stocked in government warehouses
to about 40 million needy people. But officials generally blame uncontrollable inflation on the
government's soaring fiscal deficit, estimated at US$18 billion, or 4% of GDP. As a result, rumors
abound that the Franco administration is planning a "shock" package for the end of February to
slash the deficit and reel in inflation. Officials adamantly deny the rumors, but they admit broad
measures are under consideration. "We must take strong fiscal, financial and monetary measures,"
Haddad said on Jan. 31. "Although there will be no spectacular decisions, such as a price freeze
or an Argentine- style 'dollarization' of the economy, the government is drawing up an economic
stabilization plan to control inflation, which will be announced after Congress votes on the new tax
laws now under consideration, and after we conclude talks with the International Monetary Fund in
February." [Sources: Chinese news service Xinhua, 01/12/93; El Financiero Internacional (Mexico),
01/25/93; Reuter, 01/27/93, 01/28/93; Spanish news service EFE, 01/05/93, 01/24/93, 01/26/93, 01/30/93,
01/31/93; Agence France-Presse, 01/11/93, 01/12/93, 01/14/93, 01/16/93, 01/18/93-01/20/93, 01/22/93,
01/23/93, 01/25/93, 01/27/93, 01/29/93, 01/30/93, 02/01/93]
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